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Solution to Non-Par Value
Stock Problem
THE State of New York, under date of
April 15, 1912, passed a law (Laws
of the State of New York, 1912, Chapter
351) known as the Non-Par Value Stock
Law. It grew out of the practice of "watering" stock, and was offered as a remedy
for same. While the law has been in force
several years, comparatively few newly organized corporations have taken advantage of its provisions. The law relates
only to common stock, and provides generally as follows:
Any corporation at formation or reor(To be continued)

72

HASKINS & SELLS

ganization, except a moneyed corporation
or one under the jurisdiction of any public
service commission, may issue stock without nominal or par value, provided same is
so marked across the face of certificates.
The charter shall state the amount with
which the corporation will carry on business, which amount shall be not less than
the amount of preferred stock (if any) and
in no event less than five hundred dollars.
Any and all shares issued as permitted
by this law shall be deemed fully paid and
non-assessable, and the holders of such
shares shall not be liable to the corporation or to its creditors in respect thereof.
In the case of the Star Specialty Corporation the directors placed a value of
$150,000 on the total assets taken over
from the Star Specialty Company. Such
action on the part of the directors was, according to the law, and in the absence of
fraud, conclusive evidence as to the value
of the assets.
Obviously, if the total assets were worth
$150,000, and included in the amounts
were two items, one of cash, $10,000, the
other of accounts receivable, $8,000, the
balance, $132,000, must be assigned as the
value of the good-will, patents, and patterns.
If the assets acquired were considered
worth $150,000, and the company assumed liabilities amounting to $25,000, the
capital equity in the assets was $125,000.
Since the company issued $50,000 par
value of preferred stock, the balance,
$75,000, represents the equity of the common shares, regardless of their number.
The balance sheet at the time of organization would appear as follows:
T H E STAR SPECIALTY CORPORATION
B A L A N C E SHEET, SEPTEMBER

1,

1917

Assets
Cash
$10,000
Accounts receivable
8,000
Good-will, patents and patterns
132,000
Total assets

$150,000

November

Liabilities and Capital
Accounts payable
. $25,000
Capital: (required by charter $150,000).
Preferred stock:
Authorized 1,000 shares
par value $100
each
$100,000
Less unissued. . 50,000
Issued and outstanding
$50,000
Common stock
(no par value)
1,000 shares issued and outstanding. . . . 75,000
Total capital

125,000

Total liabilities
and capital

$150,000

One comment with regard to the balance sheet is necessary. The amount of
capital with which the company, as provided in the charter, is to carry on business is $150,000. The presumption is
that so long as the capital equity remains
less than $150,000 no dividends may be
declared. The amount of capital specified
in the charter should consequently be
shown.
The effect of the loss from operations
is to reduce the book value of the common
stock, there being no surplus against which
it might be charged. Ordinarily the book
value of the common stock is established
at the time of organization by the excess
of assets over liabilities and preferred
stock. Such amount is then assigned to the
common stock and the subsequent surplus
from operation accumulated in a surplus
account. While this is desirable in order
to show the financial progress of the
company resulting from operations, the
book value of the common stock is nevertheless at all times determined by ascertaining the excess of assets over the liabilities and preferred stock combined.
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In the present instance there is a deficit
from operations instead of a surplus. The
effect upon the common stock equity is
shown below:
Capital—
(Required by charter $150,000).
Preferred stock:
Authorized—1,000
shares
par
v a l u e $100
$100,000
each
Unissued . . . . . .
50,000
Issued and outstanding. . $50,000
Common stocks (No par
value)
1,000 shares issued and outstanding—book
value at time of
issue
$75,000
Less loss from operations
8,500 66,500
Total capital.

$116,500

This treatment is preferable to that
which is sometimes given the subject,
wherein the excess of assets over liabilities and preferred stock at time of organization is credited to surplus showing the
common stock in shares without book
value. The danger in such treatment is
that if the first balance sheet is unaccompanied by the income statement, the impression may be received by the person
reading the balance sheet that the surplus
has been earned. Any balance sheet subsequent to the first one would give the
same impression. This impression is
avoided where the matter is handled as
above.
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constitute a part of their reports to the

